AGENDA

Utility Management Review Board
August 6, 2009
2:00 p. m. Eastern Time
Park Vista Hotel
705 Cherokee Orchard Road
Gatlinburg, Tennessee

Call to Order
Approval of Minutes April 2, 2009
Cases: Hampton Utility District Carter County
Roane Central Utility District Roane County
Complaints: Webb Creek Utility District vs. Outdoor Resorts of America
Webb Creek Utility District vs. Bent Creek Golf Village
New Legislation: Public Chapter 72 Financial Distress definition
Public Chapter 249 Sunset to 2015
Public Chapter 316 Petitions to add service
Public Chapter 320 Petitions to merge systems
Public Chapter 423 Expands authority
Procedure for staff processing
Open Discussion: Clay County Gas Utility District
Proposed rules status
Those without schedules or meters
Joint meeting with WWFB to set water loss
Complaint procedure
Miscellaneous:  Complaint log
Jurisdiction list
Next meeting October 1, 2009

For further information, please contact

Joyce Welborn, Board Coordinator
Suite 1700, James K. Polk State Office Building
505 Deaderick Street
Nashville, TN 37243-0274
Telephone (615) 401-7864
Fax (615) 532-5232
Joyce. Welborn@tn. gov



MINUTES
of the
UTILITY MANAGEMENT REVIEW BOARD MEETING
APRIL 2, 2009
10:00 a.m.

Chairman David Norton opened the meeting of the Utility Management Review Board (UMRB) at
Legislative Plaza, Room 31, Nashville, Tennessee.

Board members present and constituting a quorum:

David Norton, Chairman, Hixon Utility District

Ann Butterworth, Vice Chairman, Designee of Comptroller

Tom Moss, Designee of Commissioner of Department of Environment and Conservation (TDEC)
Dr. Rosemary Wade-Owens, Consolidated Utility District

Donnie Leggett, Hardeman-Fayette Utility District

Troy Roach, New Market Utility District

Ray Smith, West Tennessee Public Utility District

Ronald West, Waldens Ridge Utility District

Staff present:

Joyce Welborn, Division of Local Finance; Comptroller’s Office
David Bowling, Division of Local Finance; Comptroller’s Office
Bobby Lee, General Counsel; Comptroller’s Office

Others present:
Bill Case, Division of Municipal Audit; Comptroller’s Office
John Hall, Tennessee Association of Utility Districts

APPROVAL OF MINUTES
Chairman Norton called for a motion to approve the minutes of the February 2, 2009 meeting. Mr.
Smith made the motion. Ms. Butterworth seconded the motion and it was approved.

CASE STUDIES

TARPLEY SHOP UTILITY DISTRICT

Ms. Welborn made the presentation concerning Tarpley Shop Utility District. The District had
been reported to the Board as having three consecutive years of negative change in net assets as of
the District’s annual financial report on June 30, 2007. However, the June 30, 2008 audit indicated
a positive change in net assets. Consequently, the District is no longer financially distressed. Ms.
Butterworth made a motion that the UMRB consider Tarpley Shop Utility District in compliance.
Mr. West seconded the motion and it was approved.

BEDFORD COUNTY UTILITY DISTRICT

Ms. Welborn made the presentation concerning Bedford County Utility District. Information
provided by the Division of Municipal Audit indicates the District’s natural gas system has had
negative change in net assets and negative total net assets for at least five consecutive years. At the
UMRB meeting in October, 2008, the District was told to appear before the Board at the April,
2009 meeting review its situation and discuss its marketing program. Ms. Welborn introduced
Martin Davis, District Manager, and Burton Beckwith, Jackson Thornton Utilities. Mr. Davis




stated that Jackson Thornton has prepared an evaluation of the District’s natural gas operations and
asked Mr. Beckwith to further explain to status of the District. Mr. Beckwith indicated that he
believes sales strategies the District has implemented over the last six months together with
improvements in the natural gas market will result in an improved financial situation for the
District. Following that presentation, Mr. Smith made a motion that the District submit an updated
report to staff within the next six months for presentation to the UMRB describing the District’s
financial position. Mr. West seconded the motion and it was approved.

STATUS REPORT

Iron City Utility District

Ms. Welborn asked John Hall of TAUD to make comments concerning Iron City Utility District.
Mr. Hall stated that he has visited the District and they have made improvements. They have
installed an in-house leak detection system and are repairing leaks as they are discovered. The leak
amount has been reduced by about one-third. Also, in the past, the District has used part-time staff
but now plans to hire a full time employee. It is believed that one full-time employee can be hired
for the same amount as several part time employees. Mr. Smith made a motion that Mr. Hall
continue to work with the District and report back to the UMRB in six months concerning the
District’s status at that time. Dr. Wade-Owens seconded the motion and it was approved.

PETITIONS

Ms. Welbom stated that a petition has been submitted for creation of Springville Utility District in
Henry County. She briefly explained the petition, the area to be served, the proposed water system
and rate structure, and the dire need for the water. Mr. Norton asked about pending legislation that,
if passed, will allow the Board to approve or deny creation of a utility district. Ms. Welborn
explained that current law only allows the Board to comment on the creation with the final decision
being made by the County Mayor. She introduced Jason Griffin, of Gresham Smith and Partners,
the District’s consulting engineers. Mr. Griffin introduced Amon Carter Evans, President of the
District, Mary Warren, Henry County Commissioner, and Lee Greer, of Greer & Greer, Attorneys,
attorney for the petitioner. Mr. Griffin also made statements concerning the need for this District
and his firm’s study regarding the need for the District’s creation. During a lengthy
discussion/question and answer period, several members of the Board expressed concerns that a
stronger effort has not been made regarding how many residents in the area would pre-commit to
purchasing water from the District if it were created. Board members also expressed concerns that
the financial information submitted to the Board indicates a proposed minimum bill of $40 per
month which may result in the District being financially distressed and placed under UMRB
jurisdiction in three years. Mr. Griffin stated that funding sources, primarily consisting of federal
grants and loans, are being considered, with the understanding that if rates acceptable to potential
customers will not be sufficient to maintain the District in a financially sound condition, the
District will not go forward with construction of the proposed water line. Chairman Norton
recognized State Representative Borchert who stated that this was in his legislative area and he
believes there is a need for the District and supports its creation. Mr. Evans made a few comments
about water problems in the area and the need for the District. He emphasized Mr. Griffin’s
statement that the project will not be allowed to go forward if it is determined that customers will
not pay the rates necessary to keep the District financially sound. Additional concerns were
expressed to Mr. Evans by several members of the Board. Chairman Norton inquired about the
responsibility of the UMRB in this matter. Ms. Welborn again stated that current law allows the
UMRB to make comments concerning the petition—there is no present authority for approval or
denial by the UMRB concerning creation of a utility district. Mr. Leggett made a motion that the
UMRB give a positive endorsement regarding creation of the Springville Utility District with the
understanding that the presentation which has been made today to the UMRB in support of such
creation included assurances that the District will not proceed with construction of a water line if it



is determined that rates charged will not maintain the District in a financially sound condition. Mr.
Smith seconded the motion and it was approved, with Mr. Roach voting in the negative. The

Board also directed staff to send its comments as presented to the County Mayor along with a
portion of the minutes.

COMPLAINT REGARDING WEBB CREEK UTILITY DISTRICT

Ms. Welborn stated that she had received complaints from Outdoor Resorts and Bent Creek Resorts
concerning actions of Webb Creek Utility District in performing a rate study as they agreed to do
following the UMRB’s meeting on F ebruary 2, 2009. At that meeting the parties were instructed to
work together and report back to the Board at the April meeting. Ms. Welborn introduced Jim
Gass, Attorney for Webb Creek. Mr. Gass stated that following the April meeting, Webb Creek
determined to pay all costs for an independent firm to perform the rate study. Proposals were
submitted by several qualified firms and on March 31 , 2009, the District selected Raftelis Financial
Consultants, Inc. to perform the study. The contract provides for the study to be completed within
90 days of commencement. Ms. Welborn introduced Marshall Albritton, Attorney for Qutdoor
Resorts. Mr. Albritton made several comments regarding refusal by Webb Creek to permit the
consulting engineers for Outdoor Resorts to review information being collected by the independent
firm currently performing the rate study. He also asked that the rate increase to his client be
suspended pending completion of the study. In response, Mr. Gass stated that the rate study would
be performed in accordance with the contract between Webb Creek and the independent firm.
Chairman Norton recognized Robert Vick, President of Webb Creek Utility District. Mr. Vick
confirmed that Webb Creek agreed to pay for the rate study and that the study will be performed in
accordance with the contract between Webb Creek and the independent firm performing the study.
Following several comments by Mr. Leggett, Ms. Butterworth and Mr. Norton, Ms. Butterworth
made a motion that UMRB staff inquire about the status of the rate study prior to the UMRB
meeting in June and present any findings to the Board at that time. Any further decisions of the
Board will be deferred until the study is complete. The Board, however, did not eliminate the
possibility of a retroactive adjustment. Mr. Smith seconded the motion and it was approved.

MISCELLANEOUS
Complaint Log—Ms. Welborn advised the Board that a copy of the complaint log has been

included in this meeting’s package and she will notify members of the Board if she receives any
complaints involving their respective Districts.

Jurisdiction List—Ms. Welborn reviewed the list of utility districts currently under the UMRRB’s
jurisdiction.

Open Meetings Education Program—MSs. Welborn stated that the proposed training materials were
distributed to the members at the last UMRB meeting and she has not received any comments with
regard to those materials. Mr. Leggett made a motion to approve the training program as
presented, with staff having authority to make minor changes to the program if considered
necessary and notifying the UMRB at the next meeting. Mr. Smith seconded the motion and it was
approved.

PENDING LEGISLATION
Ms. Welborn gave brief summaries and the status of the six pieces of legislation affecting the
Board which have been proposed in the current legislative session.



OPEN DISCUSSION

Ms. Welborn stated that moving the UMRB meeting time from 9am to 10am has resulted in a
slight financial savings.

Ms. Welborn stated that there are currently not a sufficient number of cases for a June meeting. If
additional cases are not forthcoming, she will notify the Board of the cancellation of that meeting at
a later date.

Ms. Welborn reminded the Board that the 2008 August meeting of the UMRB was part of a TAUD
training program in Gatlinburg and that it had been suggested that the Board hold their 2009
August meeting again in Gatlinburg as part of the program. John Hall stated that TAUD received
very favorable comments concerning last year’s program. The Board briefly discussed this and
agreed to meet in August in Gatlinburg. Mr. Hall advised the Board that the he will meet with the
conference planning committee later this month and will propose that the Board meeting be held as
the final afternoon session on Thursday, August 6, 2009. Board members will be notified later of
the actual date, time and location.

Chairman Norton asked for a motion to adjourn. Mr. Smith made the motion. Ms. Butterworth

seconded the motion and it was approved. Chairman Norton declared the meeting adjourned at
12:05pm.

Respectfully submitted,

David Norton Joyce Welbom
Chairman Board Coordinator



UTILITY MANAGEMENT REVIEW BOARD

Case Study
Case: Hampton Utility District, Carter County
Manager: Terry Banner
Customers: 1,496 water
Water loss: 25.63%

The Hampton Utility District has been reported to the Board as three consecutive years with negative
change in net assets as of November 30, 2008:

The rates in effect for the November 30, 2008 audit were:

Residential Commercial
0 - 2,000 gallons $9.00 minimum bill $13.48 minimum bill
Over 2,000 gallons $2.15 per thousand gallons same as residential
South Elizabethton UD $0.80 per thousand gallons
On December 1, 2008, the rates were increased as follows:

Residential Commercial
0 - 2,000 gallons $11.00 minimum bill $15.48 minimum bill
Over 2,000 gallons $ 2.75 per thousand gallons same as residential
South Elizabethton UD $1.00 per thousand gallons

The Commissioners determined that an increase of $4.00 per user was needed, but the commissioners
voted to add $2.00 to the minimum bill and $0.60 per thousand gallons.  South Elizabethton UD
purchases approximately 70% of the water pumped from the spring at Hampton. The water is pumped
to a South Elizabethton meter across the road from the spring and then sent 3 miles to the remainder
South Elizabethton system. On the outer fringe of the South Elizabethton system, Hampton repurchases
water to serve twenty of its own customers. There are 75 to 100 miles of line in the Hampton system.

The 50 year contract between the two entities expired June 19, 2009. Hampton initially wanted to
charge South Elizabethton UD the same per thousand gallon rate that it charges its own customers; but
decided that an independent consultant should be hired to evaluate the rates. The UD spent $7,000 on
the rate study and decided not to complete it.

The day after the expiration of the contract, Hampton increased the rates to South Elizabethton UD from
$1.00 to $2.75 per thousand. South Elizabethton has offered to have a commissioner, attorney and
manager from each district meet to negotiate the contract, but is waiting on their attorney to get back to
his office. The minimum bill of each South Elizabethton customer was increased from $13.00 to $29.80

monthly as a result of the increase. Without a successful negotiation, South Elizabethton has voted to
sue Hampton,

The last increase of the Hampton Utility District prior to 12/8/08 was in January 1, 2002.
Staff recommends that the District proceed with the rate study and continue to negotiate the water

purchase contract with South Elizabethton. Staff also recommends that Hampton be scheduled to
reappear before the Board in approximately six months with all the matters resolved.



HAMPTON UTILITY DISTRICT OF CARTER COUNTY

HISTORY FILE

Audited Audited Audited
Fiscal Year November 30 2006 2007 2008
Water revenues $ 397,638 | $ 408,732 | $ 405,504
Other revenues $ 19,285 | $ 19,590 | $ 24,864
Total Operating Revenues $ 416,923 | $ 428,322  $ 430,368
Total Operating Expenses $ 423,531 | $ 450,739 | $ 471,282
Operating Income $ (6,608)| $ (22,417)] $ (40,914)
Interest Expense $ 5133 | $ 4,334 | % 3,800
Change in Net Assets $ (11,741) $ (26,751) $ (44,714)
Supplemental Information
Principal payment $ 20,447 | $ 16,599 | $ 7,717
Depreciation $ 79,195 | $ 66,759 | $ 60,384
Water Rates
Residential 12/1/2008
First 2,000 gallons $ 9.00| $ 9.00 | $ 11.00
over 2,000 gallons $ 2151 $ 2.15 | $ 2.75
Tiger Valley minimum $ 20321 $ 20.32 ' % 11.00
Commercial
First 2,000 gallons 3 1348 | $ 1348 | $ 15.48
over 2,000 gallons 3 2151 % 2.15 | $ 2.75
Utilities $ 080 % 0.80 | % 1.00
WRRWA Surcharge $ 2001 % 7.00 | $ -
Customers 1,506 1,509 1,496
Residential 1,407 1,410 1,391
Industrial 5 6 6
Business Establishments 69 72 77
Schools 4 4 4
Churches 17 13 14
Utilities 4 4 4
Water Loss 21.91% 27% 25.63%
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LAW FIRM

125 E. Jackson Blvd. ¢ Suite 5 ¢ Jonesborough, TN 37659 ¢ 423-218-0334 ¢ Fax: 877-726-2604 ¢ john@rambolawfirm.net

June 29, 2009

Joyce Welborn, Board Coordinator

State of Tennessee Comptroller of the Treasury
Division of Local Finance

Utility Management Review Board

Suite 1700 James K. Polk State Office Building
505 Deaderick Street «
Nashville, TN 37243-1402

Re:  Hampton Utility District
Dear Ms. Welborn:

[ represent the Hampton Urtility District, and they have requested that I respond to your
letter dated May 28, 2009. As part of an ongoing effort to address the financial strength of the
utility district, the board of commissioners adopted a 25% rate increase that was effective on
December 1, 2008. The budget for the utility district would have been balanced but for
additional non-recurring costs that have been incurred. Removing these non-recurring costs,
the cash flow of the utility district would reflect a profit this fiscal year of $15,000 instead of a
loss of $3732.22. We believe the true underlying financial weakness of the utility district relates
to the inadequate rates for water charged to the South Elizabethton Utility District.

The Hampton Utility District has been and continues to pursue a new interlocal
agreement with the South Elizabethton Utility District (SEUD) for the purchase of water. As
you know, the Hampton Utility District and the SEUD have been in a contractual relationship
based on a 50-year contract. That contract ended on June 19, 2009. The meters between the
two utility districts were read on that day and the Hampton Utility District has moved SEUD
from rate of $1.00 per thousand gallons purchased to the current rate for Hampton Utility
District’s commercial customers of $2.75 per thousand. Although the parties are continuing
their negotiations, SEUD still refuses to enter into a contract with the Hampton Utility District
to purchase water at the rate of $2.15 per thousand gallons, which is the last and best offer
Hampton has made. There is a possibility that SEUD may initiate litigation in an attempt to
force the Hampton Utility District to sell water to them at a rate substantially less than $2.15.
Most likely, by the time your board meets, there will either be a new contract in place or the
parties will be in litigation. The Hampton Utility District has just received written notification
that South Elizabethton’s payments at the rate of $2.75 will be made under ﬁotest,

ECEIVED
JUL - 1 2009
LOCAL FINANCE



Joyce Welborn, Board Coordinator

State of Tennessee Comptroller of the Treasury
Division of Local Finance

Page 2 of 3

June 29, 2009

The Hampton Urtility District finances have suffered greatly as a result of the low rates
charged to the SEUD. For many years, the South Elizabethton rates have not covered the cost to
produce water for them. Our flexibility in increasing their rates has been limited prior to the
expiration of this contract. Although small increases in the last few years have been accepted by
the SEUD, a true rate adjustment to reflect the cost to provide water to them has been allusive
and has resulted in several law suits over the years. Although the customer base of the Hampton
Utility District is smaller than the SEUD, Hampton’s residential customers have been the
primary water customers subjected to rate increases to maintain a financially strong utility
district.

Since December 2008, the average charge per thousand gallons of water sold by the
Hampton Utility District to its own customers has been as follows:

December 2008 $4.86
January 2009 $4.61
February 2009 $4.28
March 2009 $4.20
April 2009 $4.83
May 2009 $4.758
June 2009 $4.556

During this entire time, SEUD has paid $1.00 per thousand gallons purchased from
Hampton Utility District. Combining the average per thousand gallons sold for Hampton direct
customers and the water supplied to South Elizabethton shows a combined income per

thousand gallons as follows:

Month SEUD Hampton Utility Average Price per
Gallons Used per Million | Gallons Used per Million | Thousand Gallons
December 2008 12.6 5.1 $2.11
January 2009 14 5.6 2.03
February 2009 16.3 6.6 1.95
March 2009 16.65 6.9 1.96
April 2009 11.41 5.052 2.176
May 2009 12.296 5.266 2.176
June 2009 12.849 5.797 2.106

As the columns above suggest, when SEUD purchases more water, the average income
per thousand gallons decreases over all for the utility district. Obviously, at a contract rate of
$2.15 per thousand gallons or a currently imposed rate of $2.75 per thousand gallons, the total
average per thousand gallons for Hampton Utility District will increase substantially. We
expect the average rate water sales to approach closer to between $2.90 and $3.35 per thousand
of gallons sold depending on whether SEUD purchases water at $2.15 or $2.75 per thousand
gallons. Using June 2009 as an example, at a rate of $1.00 per thousand gallons, Hampton



Joyce Welborn, Board Coordinator

State of Tennessee Comptroller of the Treasury
Division of Local Finance

Page 3 0of 3

June 29, 2009

received $12,849.00 in payment for water usage from SEUD. At a rate of $2.75, the charge would
have increased to $35,335.00. At a rate of $2.15 the revenue from SEUD would have increased to
$27,625.00. Using the rate of $2.15, Hampton would have realized additional revenue of $14 776
in June 2009. You or your office have provided projections that anticipates the revenue going
forward for the Hampton Utility District to increase by 26%, which is a $105,431.00 increase.
The goal of the Hampton Utility District is to exceed this figure. A rate of $2.15 per thousand to
South Elizabethton would have generated the revenue you have suggested and more, which the
Hampton commissioners believe is essential to improve an aging infrastructure.

Let me be clear, the Hampton Utility District attributes its revenue shortfall to the
under-charge for water that is being made to SEUD. While a rate of $2.15 per thousand gallons
is still less than half the rate paid by Hampton Utility District customers on average, it would
meet the projections that you have provided to the Hampton Utility District for future revenue
requirements. We agree that it is essential to increase the revenue received by the Hampton
Utility District. 1f the Board of Commissioners for the Hampton Utility District were not
constrained by stiff resistance to realistic water rate from its primary customer, the Hampton
Utility District’s finances would not be under review by you or the Utility Management Review
Board. We do believe that the expiration of the 50-year contract should help restore the
necessary authority to the Hampton Board of Commissioners to secure the financial furure of
the utility district.

We believe a rate of $2.15 per thousand gallons sold to SEUD is reasonable and
defendable. It has been our experience that most utility districts and municipalities that
produce water charge the same rate to other governmental entities purchasing water from those
utilities. If the Hampton Utility District took the same approach, the water customers of SEUD
would be playing closer from $4.20 to $4.86 per thousand gallons of water purchased.

The Hampton Utility District commissioners are open to any suggestions for
improvements. Any assistance that you can provide us in establishing a stable relationship with
SEUD would be appreciated.

Respectfully yours,
a9

. Rambo

jer/re
cc: Hampton Utility District Board of Commissioners



UTILITY MANAGEMENT REVIEW BOARD

Case Study
Case: Roane Central Utility District, Roane County
Manager: Cathie Ingram
Customers: 1,733 water
Water loss: 17%

The Roane Central Utility District has been reported to the Board as having three
consecutive years with negative change in net assets as of June 30, 2008:

The rates in effect for the June 30, 2008 audit were:
0 - 2,000 gallons $18.00 minimum bill
Over 2,000 gallons $6.25 per thousand gallons

On July 1, 2008, the rates were increased as follows, generating approximately $69,000
annually:

0 - 2,000 gallons $18.00 minimum bill
2,001 - 48,000 gallons $ 6.75 per thousand gallons
Over 50,000 gallons $ 8.00 per thousand gallons

Effective August 1, 2009, the minimum bill was reduced to 1,500 gallons, which is
projected to generate approximately $50,000 per year.

All water is purchased from the City of Rockwood for $1.65 per thousand gallons. That
rate will incrementally increase as the city water rate to its customers increase.

In FY 08, there were 600 radio read meters in the system. Now the entire system is
radio read. A large part of the system is new ductile iron pipe. Changing the
depreciation from a 40 year life to a 50 year life is projected save about $21,000

annually. Two long time employees are also retiring in fiscal year 2010 saving over
$100,000.

Staff recommends the Board endorse the actions of the Roane Central Utility District.
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Roane Central Utility District
Monthly Commissioners Meeting
Thursday June 18, 2009

The Board of Commissioners of Roane Central Utility District met in
regular session at 3:00 P.M. at the Garbett Building in Midtown. All board
members; Robert Creswell, Pete Leitnaker and Beth Mitchell were present.
The minutes of the May meeting were read and approved.

Mr. Creswell said he had been contacted by Teresa Duncan about the
request for water on Colonial Dr off Old Rockwood Hwy. She has collected
most of the needed signatures and will be bringing them by the office when
she is finished. Cathie Ingram said without having an engineer look at the
project it should be at least $200,000 to install the line. She suggested that
the customers would be required to pay a minimum bill for at least two
years.

Howard Sheldon, a customer, had a very bad water leak. He had
296,000 gallons go through his meter and will have a $2,500 water bill. He
has asked for a variance on the adjustment policy. The Board agreed to
adjust per their previous formula.

Rep. Dennis Ferguson's office called us in regard tc Mr. Moseley’s
complaint about the fire hydrant. I advised them that we ¢.d not own, install
or maintain the hydrant, and that Mr. Moseley was aware of that. Mr.
Moseley had told Rep. Ferguson’s office that we had installed the hydrant; I
told them we had not, that a contractor was hired by the VFD to install the
hydrant.

Leatha Roberts has drawn up a new Purchasing Policy for the Board
to adopt. Cathie Ingram reported that Mrs. Roberts has worked on several
other projects since she came to work on June 1, 2009. The Board approved
and adopted the policy.

Our audit for FY 2007-08 showed a decrease in net assets. This is not
to be taken to mean that we lost money, but that is not so. After a review of
finances District personnel have come up with a plan of action to present to
the UMREB. Many of the steps in the plan have already been put in
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place, The plan calls for lowering the amount of usage of the minimum bill
from 2,000 gallons to 1,500 gallons. This would provide additional funds
without raising the rate on our minimum usage customers. Also,
depreciation has been changed from 40 years to 50 years. The retirement of
Bob Ellis and Cathie Ingram will also provide additional raoney in the
District funds. The Board approved the plan for presentation to UMRB,

Cathie Ingram reported that property owners on Swan Pond Rd are
being offered a “buy out” by TVA. With us having just installed a new line
we will have a revenue loss as well as the capital expenditure loss. Mr.
Creswell has the name of some TVA officials that need to be contacted. He
said that TVA has confirmed they are offering to purchase all the property
from Roane State Hwy to the rail road tracks. Cathie Ingram will contact
TVA to see what course of action RCUD needs to take,

Cathie Ingram advised that we need a new banking resolution t¢ for
the incoming Manager and Assistant General Manager. The persons
approved to sign checks will be Robert Creswell, Pete Leitnaker, Leatha
Roberts, Jerome Armes and Cathie [ngram.

The office will be closed Friday July 3, 2009 in observance of
Independence Day.

The meeting adjourned at 3:35 P.M.

Respectfull Submitted,/Cathie Ingram.
T

i

Board Member

Yyt Isiofecl

Board Mémber
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Roane Central Utility District

FYE June 30, 2008
PLAN QF ACTION
New Rate Plan as of 07/01/08
$18.50 minimum bill 2000 gallons
$6.75% over 2000 gallons
$8.00* over 50,000 gallons
*Previous rates were $6.25 over 2000 gallons and there was not a rate for over 50,000
gallons
New Rate Income Increase

$6.25 10 $6.75 = $31,000 per year
$6.25 to $8.00 = $38,000 per year

Proposed New Rate Effective 08/01/09
Minimum bill reduced from 2000 gallons to 1500 gallons which weuld result in
additional funds of $50,000 per year.

Change depreciation from 40 years to the max allowable 50 years =  $21,000
Budget cuts due to retirement of two employees = $107,000

Summary:
With the change in net assets the district will have a positive income of $89,000.

New Rate Plan Effective 07/01/08  $31,000
New Rate Plan Effective 07/01/08 S38,000
Change Depreciation to 50 years  $21,000

Retirees $107.000

$247,000 Positive budget cuts
l.oss 2008 Minus $158,000
Change in Net Assets $89.000 Positive Income
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Webb Creek Utility District

Outdoor Resorts of America Issues (filed 12/12/08):
1. District’s rate not based on rate study or cost of service determination
2. District has applied the rates inappropriately (multiple connections vs. single
connection)
3. District’s wastewater rates generate additional revenue to supplement losses
generated by the District’s water service.

Bent Creek Golf Village Condominium Association (filed May 13, 2008)
Main objection: District’s claim that each “timeshare unit” is an “equivalent” unit for
purposes of the minimum bill.

These complaints resulted in an independent rate analysis being conducted by the
District. A copy of that study is attached electronically to this board packet.



STATE OF TENNESSEE
PUBLIC CHAPTER NO. 72
SENATE BILL NO. 2049
By McNally, Henry, Burchett
Substituted for: House Bill No. 1979
By Fitzhugh
AN ACT to amend Tennessee Code Annotated, Section 7-82-703; Section 7-82-401 and

Section 68-221-1010, relative to utility districts, water systems and wastewater
facilities.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 7-82-401(g)(1), is amended by
deleting language "has a negative change in net assets for three (3) consecutive years."
in the second sentence and by substituting the following language:

has a negative change in net assets for two (2) consecutive years.

SECTION 2. Tennessee Code Annotated, Section 7—82-?03(3), is amended by
deleting the language "a negative change in net assets for a period of three (3) years,"
and by substituting the following language:

a negative change in net assets for a period of two (2) years,

SECTION 3. Tennessee Code Annotated, Section 68-221-1010(a), is amended
by deleting the existing language and substituting instead the following:

Within sixty (60) days from the time that an audit of a water system or
wastewater facility is filed with the comptroller of the treasury, the comptroller of
the treasury shall file with the board the audit report of any water system or
wastewater facility which has a deficit total net assets in any one (1) year, has a
negative change in net assets for two (2) consecutive years, or is currently in
default on any of its debt instruments.

SECTION 4. This act shall take effect upon becoming a law, the public welfare
requiring it.

PASSED: April 6, 2009



STATE OF TENNESSEE

PUBLIC CHAPTER NO. 249
SENATE BILL NO. 1041
By Johnson
Substituted for: House Bill No. 1044

By Lynn, Kernell, Jim Cobb

AN ACT to amend Tennessee Code Annotated, Title 4, Chapter 29 and Title 7, Chapter
82, relative to the utility management review board.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 4-29-230(a), is amended by
deleting item (57) in its entirety.

SECTION 2. Tennessee Code Annotated, Section 4-29-236(a), is amended by
adding the following language as a new subdivision thereto, as follows:

() Utility management review board, created by § 7-82-701;

SECTION 3. This act shall take effect upon becoming a law, the public welfare
requiring it.

PASSED: May 11, 2009

/ v WMSEY
SPEAKER O SENATE

Kok wm»-s.ﬂ

KENT WILLIAMS, SPEAKER
HOUSE OF REPRESENTATIVES

APPROVED this 20th day of May 2009



STATE OF TENNESSEE

PUBLIC CHAPTER NO. 316
HOUSE BILL NO. 875
By Representative Haynes
Substituted for: Senate Bill No. 1539

By Senator Burchett

AN ACT tfo amend'Tennessee Code Annotated, Title 7, Chapter 82, Part 3,
relative to the operation of utilities.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 7-82-302(e), is amended by
adding the following language at the end of the subsection:

Such supplemental petitions shall be filed with the utility management review board
simultaneously with the filing of the petition with the county mayor or county
mayors but are not subject to approval or disapproval by the utility management
review board as set forth in §§ 7-82-201(a) and 7-82-202(a). In the order granting a
supplemental petition, the county mayor or mayors may exclude territory within the
district's boundaries which is already receiving the service sought to be furnished
by the district from the grant of authority to the district to provide such service
under this subsection.

SECTION 2. This act shall take effect upon becoming a law, the public welfare
requiring it.

PASSED: May 14, 2009

KENT WILLIAMS, SPEAKER
HOUSE OF REPRESENTATIVES

J S ON RAMSEY

SPEAKER O SENATE

APPROVED this 27th day of May 2009



STATE OF TENNESSEE

PUBLIC CHAPTER NO. 320
HOUSE BILL NO. 876
By Representative Haynes
Substituted for: Senate Bill No. 1540

By Senator Burchett

AN ACT to amend Tennessee Code Annotated, Title 7, Chapter 82, Part 2,

relative to utility districts.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 7-82-201(a), is amended by

deleting the first sentence in this subsection and by substituting instead the following:

A petition for the incorporation of a utility district shall be filed with the utility
management review board for review and approval and to the county mayor of
any county in which the proposed district is situated, the petition to be signed by
not less than twenty-five (25) owners of real property, who shall reside within the
boundaries of the proposed district.

SECTION 2. Tennessee Code Annotated, Section 7-82-202(a), is amended by

deleting the first sentence in this subsection and substituting instead the following:

The utility management review board shall issue an order approving or
disapproving the petition for the incorporation of the utility district within ninety
(90) calendar days of receipt of such petition by the board, its agent or
representative. If the board approves the petition, the board shall forward its
order of approval and the original petition to the county mayor of any county in
which the proposed district will serve. If the board fails to act on the petition
within ninety (90) calendar days of receipt of such petition, the board, its agent or
representative shall forward the original petition to the county mayor of any
county in which the proposed district will serve. If the board disapproves the
‘petition, the board shall not forward the original petition to the county mayor of
any county in which the proposed district will serve, and the petitioners may pray
and obtain an appeal from the order disapproving the petition as provided in § 7-
82-204.

SECTION 3. Tennessee Code Annotated, Section 7-82-202(e)(1), is amended

by deleting subdivision (e)(1) in its entirety and substituting instead the following:

(e)
(1)



(A) Whenever two (2) or more utility districts by resolution
adopted by the respective governing bodies concur in a merger or
consolidation of such utility districts, or whenever a utility district
by resolution of its governing body agrees or proposes to
consolidate with a municipality or a county by transferring all of its
property and obligations to the municipality or county, such
governing body or bodies shall petition the county mayor of the
county or counties in which they were created, or in case of multi-
county utility districts the county mayor of any county in which they
are situated in whole or in part, for an order permitting such
merger, consolidation, or transfer of its franchise facilities, assets
and obligations to a municipality or a county for the purpose of
more efficiently and conveniently furnishing the service or services
authorized by their order of creation. Upon such petition being
filed, the county mayor or mayors shall proceed in exactly the
same manner as provided in this chapter for the creation of a
utility district except as set forth in subsection (g).

(B) Upon a finding that the public convenience and
necessity requires the merger or consolidation of two (2) or more
utility districts or the transfer of any utility district into a municipality
or county and that the same is economically sound and feasible
and in the public interest, an order shall be entered approving the
merger, consolidation or transfer of the utility district or districts.

(i) If the petition is for a merger, the order shall
designate the surviving utility district, and the boundaries of
the surviving utility district shall be the boundaries of the
merging utility districts. The members of the board of
commissioners of the surviving utility district shall continue
to serve their existing terms of office subject to the
provisions of § 7-82-202 (e)(2).

(i) If the petition is for a consolidation of utility
districts, the order shall designate the name of the newly
created consolidated utility district as the

Utility District of
County or Counties, Tennessee,
shall define its territorial limits and shall appoint the
commissioners of the utility district, all in accordance with
the requirements of this chapter for the creation of a utility
district subject to the provisions of § 7-82-202 (e)(2).

(iii) If the petition is for the transfer of all franchises,
assets and liabilities to a municipality or a county, then
such utility district shall be dissolved and provision made in
the order for an equitable distribution of the assets and for
the termination of the existence of the utility district and
shall establish the legal rights, duties and obligations of the
entities and parties involved.



(iv) The order shall provide that the surviving utility
district in a merger, the newly consolidated utility district or
the municipality or county to which a transfer is made shall
assume the operation of the system or systems then being
merged, consolidated or transferred and shall account for
the revenues from the system or systems in such a
manner as not to impair the obligations of the contract with
reference to bond issues or other legal obligations of the
utility district or districts, and shall fully preserve and
protect the contract rights vested in the owners of such
outstanding bonds, obligations, or contractual interests.

SECTION 4. Tennessee Code Annotated, Section 7-82-202, is amended by
adding a new subsection (g) as follows:

(g) Petitions for a merger or consolidation of utility districts or for a
consolidation of a utility district with a municipality or county under subsections
(e) and (f) shall be filed with the utility management review board simultaneocusly
with the filing of the petition with the county mayor or mayors under subsections
(e) and (f) but are not subject to approval or disapproval by the utility
management review board as set forth in §§ 7-82-201(a) and 7-82-202(a).

SECTION 5. This act shall take effect upon becoming a law, the public welfare
requiring it.

PASSED: May 14, 2009

Kot \Q&L...a—«

KENT WILLIAMS, SPEAKER
HOUSE OF REPRESENTATIVES

U

/ S ON RAMSEY
SPEAKER O SENATE

APPROVED this 27th day of May 2009

HIL BREDESEN, GOVERNOR



STATE OF TENNESSEE

PUBLIC CHAPTER NO. 423
HOUSE BILL NO. 1779
By Representative Casada
Substituted for: Senate Bill No. 660

By Senator Stanley

AN ACT to amend Tennessee Code Annotated, Title 7, Chapter 82, relative to
utility districts.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1. Tennessee Code Annotated, Section 7-82-702, is amended by
adding the following as a new subdivision (19):

{18) Review and conduct a hearing of any decision of any utility district
upon a written request of any utility district customer or an affected developer
concerning the justness and reasonableness of the utility district’'s requirement
that the customer or the developer build utility systems to be dedicated to the
utility district or the justness and reasonableness of fees or charges against the
customer or the developer related to such utility systems. Such written complaint
must be filed within 30 days after the utility board has taken action upon a written
complaint fo the board of commissioners of the utility district. In making its
decision as to whether the requirements, fees or charges are just and
reasonable, the utility management review board shall take into account the
reasonableness of the utility district’s rules, policies and cost of service as well as
any evidence presented during the hearing. Any judicial review of a decision of
the board is by common law certiorari with the county of the utility district's
principal office as the proper venue.

SECTION 2. Tennessee Code Annotated, Section 7-82-701, is amended by
deleting subsection (b)(3) in its entirety and by substituting instead the following:

(3) Seven (7) members appointed by the governor, three (3) of whom
shall be experienced utility district managers, three (3) of whom shall be
experienced utility district commissioners and one (1) of whom shall be a
consumer residing in the state who may have experience in residential
development but is not engaged in utility district management or operation. The
consumer member shall be appointed for a four (4) year term of office at the
expiration of the term of office of a utility district manager first occurring after the
effective date of this act.

SECTION 3. Tennessee Code Annotated, Section 7-82-307(b)(1), is amended
by inserting the language “, and may conduct a contested case hearing in accordance



with subdivision (B),” after the language “shall conduct a contested case hearing” and
the language “within the service area”.

SECTION 4. Tennessee Code Annotated, Section 7-82-307(b)(1), is amended
by designating the existing language as subdivision (A) and by adding the following
language to be designated as subdivision (B):

(B) If the comptroller of the treasury investigates or conducts an audit of
a utility district, the comptroller shall forward to the utility management review
board any published investigative audit reports involving a utility district
incorporated under this chapter. The board shall review those reports and may
conduct a contested case hearing on the question of whether utility district
commissioners should be removed from office for knowingly or willfully
committing misconduct in office; knowingly or willfully neglecting to fulfill any duty
imposed upon such member by law; or failing to fulfill his or her or their fiduciary
responsibility in the operation or oversight of the district.

SECTION 5. Tennessee Code Annotated, Section 7-82-307(b), is amended by
deleting the words “member by law, then the board” in the first sentence of subdivision
(2) and by substituting instead the following:

member by law; or failed to fulfill his/her or their fiduciary responsibility in the
operation or oversight of the district, then the board

SECTION 6. Tennessee Code Annotated, Section 7-82-307(b)}(3)(A)i) is by
deleting the word “or” at the end of subdivision (a), by adding the following language as
a new subdivision (b), and by relettering the subsequent subdivision accordingly:

(YA

(b) A member or members failed to fulfill his/her or their fiduciary
responsibility in the operation or oversight of the district; or

SECTION 7. This act shall be effective upon becoming the law, the public
welfare requiring it.

PASSED: June 2, 2009



KENT WILLIAMS, SPEAKER
HOUSE OF REPRESENTATIVES

/ S ON RAMSEY

— SPEAKER O SENATE

APPROVED this 11th day of June 2009

HiL BREDESEN, GOVERNOR



UTILITY MANAGEMENT REVIEW BOARD
History

Clay County Gas Utility District

February 19, 1997 — petition before the Utility Management Review for creation
Projections included 300 customers by the end of 1997 and 600 by the end of
1998 when construction was complete.
The monthly charge for residential, public, commercial, and industrial customers
was projected at $5.00 with a per dekatherm cost of $7.50 — based on a wholesale
cost of $3.00 at the pipeline or $4.50 above the wholesale cost for residential,
public, and commercial customers. The industrial per dekatherm cost would be
negotiated.
The hook up fee during construction (to the end of 1998) would be zero.
Anticipated to be $250 after that time.
Construction costs of $3,000,000.
A connection to Texas Eastern Pipeline about 20 miles the other side of the
Kentucky state line.
Based on the provided information, the UMRB endorsed the District’s creation
Officially created by the Clay County Executive on March 7, 1997

April 8, 1999 — A Special Purpose Examination was issued by the Division of Municipal
Audit. The examination reflected an apparent theft of property, forgery, direct conflict of
interest, and apparent fraudulent use of government tax-exempt status by Walton Haddix,
project manager. The total amount involved was in the $200,000 range. It is my
understanding that prison time was involved for Mr. Haddix.

At some point, a company called GASCO Distribution Systems, Inc. was operating the
District. In 1998, the Tennessee Regulatory Authority issued a Order finding that Gasco
had “engaged in a pattern and practice of failing to comply with TRA rule 1220-4-1-.10”
and placed Gasco on probation.

In 2001, Daugherty Petroleum, Inc., (aka Sentra Corporation) made a proposal to provide
certain services to Clay Gas UD. At the same time, an agreement was signed for Sentra
to buy gas from Clay County Gas UD. Both of these agreements are still active.

In 2004, a deal was worked out for the District to pay the bondholders somewhere in the
range of twenty-six cents ($0.26) on the dollar. Clay County was to issue debt to cover
the deal and take over the system. However, the citizens of the county forced the matter
to a referendum and voted it down



6.1 61 $81 +81 881 ov1 SIDUICISND
00'v $ 00% $ 100" $ | 00% $ - $ | 00% $ 00'% $ 401 Jed ableys uonnglsiq
82'01 $ L $ |88 $ | 88'% $ - $ 88t $ LE'S $ 4DW 18d ebied 1500 sen
00'9 $ 1009 $ | 009 $ | 009 $ - $ 009 $ 009 $ AIJIUOW WINWIULY

§01ey seH

PO v9 $ | 8¢v'89 $ | 81¥'89 $ | 88129 $ | Zze'e9 $ 1 864'19 $ 979’651 $ uonenasdad
000'SST $ | 000'SPT $ | 000'sE} $ | 000°0E+ $ | opo’ozt $ | 000°00T $ | 000'56$ 901'66% JuswAed jedisulid
012261’ $ | L62'268'T $ | bPRL8S'T  § | BSO'SEE'L $ 64949 $ 98’86 $ 1gep pajneag
(190°028'T) $ [(£61'802°T) % |(964'705'1) ¢ |(z64'682'T) $ |[(060°'pS0'T) $ [(L0Z'2£8) ¢ |(162'zeL) $ |(80E'TLS) $ [{e8p'L21) $ $395SY JeN/uled 39y
(z9¢’s) ¢ | 6tE'9E $ sjuawsnipe/siuswale}soy

{gog’191) $ I(/6£'c0Z) $ [($00'STT) $ |(zos’sce) % [(£88°912) $ (916'p0T) ¢ [(919°GST) $ {{pL1°08Y) $ (c8p'szr) $ | 51955y 19N Ul 9BURYD/5S07 19N
690°841 $ | 822’457 $ | ¥6L'69T 4| £59°€LT $ | 8T0181 $ | PGS L8T $ - $ | 0Z0'ERE $ - $ asuadxg 159499u]
(662°€1) $ [(6T1'9%) $ |(01Z'61) $ |(6¥0°'Z9) $ 1(598'sE) $ | 1£9'Z8 $ - $ 1(psT28) $ - 3 awoouy Bupessdo
LZ1LPE $ | 099'64¢ $ | Zpz'IsE $ 1 9p1'SLT $ | poz’sze $ | 896'99¢ $ - $16156v0'T $ | - $ sasuadxg Bune.ado |BIoL
gre'see $ | IPS'E0E $ | Z£0'ZOE $ | L60'C12 $ | 66£°687 $ | 665'8bP $ - $ | §9¢'296 $ sonuSASY 18J0L
8/L'1 $ | 669°¢ $ 1 $IS'T $ 1949 $ | 12€'2 $ | $SZ'89 $ |- $ | £09°¢CT $ SBNURARL IBUI0
06S'1E2 $ | ZPR'667 $ | 815'00¢ $ | 12v'21Z $ | 890'L82 ¢ | SpE'08E $ - $ | 29.'8v6 $ - $ SINUBABL 58D

8007 £00T 9007 5002 Y00z £00¢ z002 T00Z 6661 1€ 1snBny JesA [BISlY
paupny paypny peupny paupny peupny poupny peypny paypny paypny
10/1€/8-66/1/6| 66/1€/8-L6/L/€

3714 AMOLSIH

JOELLSIO ALITILN SVD AV




641 SJaluolsnd
00" $ | 00'v $ 42W J8d abieys uonngnsia
8Z'01 $ | 8201 $ 40W J2d abieyd 3500 sen
00'9 $ | 009 $ AlYIUoLW Wwinwituiy
L LH D]
PO’ v9 $ | ¥op'pe $ | pOv'p9 $ | pOr'p9 $ PP’ H9 $ | POP' b9 $ uoijepaldsg
000°s12 $ | 000°007 $ | 000681 $ | 000'6LT $ 000°597 $ | 000'SST $ juswiAed jedpurd
014'461°2 $ 1gep payneeq
(rsz’ee6'T)  $ (925'600'2)  $ [(b16°020'2) § [(ze1'820°2) $ (ops’1c0’2) $ |(190°048'1) $ S)95SY 18N (2304
0 sjuaunsnipe/sjuaweleisey
TLE'OY $ | 88e’11 $ | 8IZ'L $ | 809t $ (6£9'191) ¢ (898'191) $ $19S5Y J9N Ul abueyn
£59'26% 188'601$ £G1°8T1% 829'6Z1% 99' 0% 1 $ | 69081 $ asuadxy 159493u]
526801 $ | 692°L11 $ | 1/8'82T $ | 9gz’eeT $ (c12'12) $ [(664°E1) $ awoou] Buietadp
88’982 $ | vbi'8se $ | TPODLZ $ | LLT'T92 $ %€ TIPS $SZ $ | Le1'ive $ sasuadxy Bunjesodo |p1oL
£1P'S6E $ | £1v'G6¢E $ | £1¥'S6E $ | £IP'G6E $ 87c'cET $ | gegcee $ SONUBASY |RI0L
$80°791 $ | 580'291 $ | 580791 $ | 5807291 $ %0/ 9SEBIOU| BNUBABL POJOBLoId
8LL°1 $ 18207 $ 1841 $ 18241 $ 8L0°1 $ 180T $ SBNUDABL JBU30
085°1¢€2 $ | 085182 $ | oss’1e? $ | 0ss’'1ce $ 085'1£2 $ | 085'1€2 $ SINUDABI SBH
£102 (47114 1102 0102 600¢ 800 TE Isnbny Jea ) [2s1d
voefoid uonoefold uonoefosd vonafosg pojefoid paupny
D81 {{IMOIO) DIBI IMOID) eI YIMOID) ajes Ymodo %0
suoipsiold

PUIsIg Ajnn ses Ajuno) Aepd




CITY OF CELINA
PRELIMINARY FINANCIAL SUFFICIENCY STUDY
CLAY GAS UTILITY DISTRICT

Prepared by Alan Major, MTAS Financial Consultant

January 2009

MTAS evaluated the Clay Gas Utility District (CGUD) by reviewing current operational
policies, past audit reports, reviewing their capital needs, various managerial reports, and
reviewing projected revenues and expenses through FY 2011.

MTAS depended on the information supplied by CGUD staff and the Comptroller’s
office to draw the conclusions presented in this report. Their help was instrumental in pulling all
the information together. This report considers information received through December 2008.

This study was made on behalf of the City of Celina in order to determine if it’s taking
over CGUD is feasible.

FINDINGS

1. The CGUD is in poor financial shape. It does not appear to have ever made a profit
and has a negative Retained Earnings balance of $1,708,193 as of June 30, 2007.

2. The original documentation of assets acquired before August 31, 2001, is lost
requiring the auditors to not give an opinion on the financial statements. Basically,
there were no asset records to audit. There are valid concerns that the capital assets
are overstated at $2,420,685 (includes $511,372 in accumulated depreciation).

3. Reports and discussions indicate that gas line installation was poorly done, showing
the need for remedial construction to put lines deeper in the ground. There could be
some liability associated with ownership and the audit report states that there is no
liability insurance.

4. For a variety of reasons, there are not a lot of customers buying natural gas from
GCUD. Lack of capital was a major problem requiring CGUD to purchase gas on
the spot market rather than lock in a long term purchase contract at a fixed price.
Many of the larger customers, such as hen house operations, have gone to propane for
heat. The propane sellers have taken advantage of the situation by bringing large
inventories of propane to the area insuring their customers of constant heating fuel.



10.

11.

12.

13.

14.

Propane has been more expensive than natural gas. This effectively caps or limits
future natural gas rates to the cost of propane gas.

CGUD issued revenue bonds in 1998 in the amount of $3,140,000. There has never
been a principal payment made. I do not believe there has been any interest payment
on this debt either but some money has been reserved for debt service (see next item).

As of 6/30/2007, there was $1,007,844 due in past interest and $580,000 in past due
principal.

The debt was issued by Morgan Keegan. It is my understanding that they are willing
to accept .26 on the dollar. That computes to $816,400 on the original issue. This
will have to be “new” money as there is $75,187 reserved for bond payments and
only $14,876 in unrestricted cash.

Debt service on $1,000,000 for 30 years at 5% is $64,419 consisting of $14,754 of
principal and $49,665 of interest in the first full year of repayments. I used a million
because the system needs money to expand and repair the Tennessee gas
infrastructure.

One bright note is that CGUD owns a tap and regulator station on the Eastern Texas

pipeline. This is a valuable asset ranging in value up to $500,000 depending on the
purchaser.

CGUD contracts with the Sentra Corporation to perform maintenance and safety
checks on the gas system. Sentra also prepares the billing and is essentially managing
the operations in Tennessee and Kentucky. Its parent company, Daugherty
Petroleum, Inc., is contracted to purchase the gas. CGUD lacked the funds necessary
to consistently pay for gas relegating it to the spot gas market where prices are higher.
This contractual relationship has been good for the customers by allowing for a better
gas purchase price than CGUD could get.

The current gas prices are competitive but a large increase is necessary in order to get
the operation just to meet its expenses, including debt.

At the end of 2007, CGUD’s largest commercial customer went out of business
owing $56,614 to CGUD.

CGUD?’s annual gas revenues have been around $300,000. Annual operating
expenses have been around $350,000 including $68,000 in depreciation.

CGUD has approximately 191 customers. Residential customers are charged $6.00
minimum and gas charges of $7.44 per mcf and $4.00 distribution charge per mcf.
Commercial customers are charged $20.00 minimum and gas charges of $7.44 per
mcf and $4.00 distribution charge per mef. Industrial customers are charged $50.00
minimum and gas charges of $7.44 per mcf.



15.

16.

17.

18.

19.

20.

21.

22.

The City of Celina operates a utility now and could run the gas system. [ would
caution that a gas operation has unique safety and required maintenance that is far
different from other utility operations. Conceivably, the City could replace Sentra in
the maintenance and operation of the gas line. With enough capitalization, the City
could replace Daugherty Petroleum, Inc. as the gas purchaser.

The city does not have any personnel with gas system experience. Purchasing gas is
simple enough but getting the best price is both art and science. Small operations
should consider joining a buying consortium enhancing your buying power and
assuring reliable gas flows.

The city and county want natural gas available in Clay County. The only thing that
makes this project financially appealing is the potential for debt settlement resulting
in substantial savings. I used $1 million in the findings area above. However, a
better solution would be a cash donation from another government. Any money

received could reduce the amount of new debt lowering the projected annual debt
service.

If the City takes over CGUD, there is no doubt that significant increases in gas rates
are necessary in order to fund depreciation and a reduced debt payment. These

increases are necessary to comply with State laws and to operate in a sound financial
manner.

Poor financial operations have left the gas system with fewer customers and little
cash. In fact, a large customer went out of business at the end of 2007 further
reducing the customer base and cash flow. The gas system needs operating capital
and probably infrastructure improvements.

An earlier recommendation by the Utility Management Review Board (UMRB) was
to raise rates by 70%. If the debt is reduced to $0.26 on the dollar, I believe you can
raise gas rates by 50% and still become profitable. Raising the current rates by 50%
would create an additional $140,000. Projected revenues would therefore be
$440,000 annually (Current annual sales of $300,000 plus the $140,000).

It is likely that gas prices will drop due to the economy which might reduce operating
costs. I would still project $350,000 in operating costs which includes $68,400 in
depreciation. Increase that by projected interest expense during year one by $49,665
for a total of $399,665 in operating expenses. That would leave $40,335 net profit or
just over 9% profits ($440,000 less$399,665). Of course these are estimates even
though great care and effort has been put into developing them.

From a cash flow perspective, the principal debt repayment in year one of $14,754
can be offset with depreciation expense. The $399,665 less $68,400, and plus



$14,754 equals $346,019 in annual cash outflow in year one. Cash flow in year one
is a positive $93,981.

RECOMMENDATIONS

1. Do not buy under the current scenario.

2. Do not buy unless the following issues can be improved.

a.

Make a counter offer in writing to satisfy the bonds and past due interest.
Although $0.26 has been discussed, [ would want a better deal. This system is too
small to carry a big debt load. If the new debt were only $500,000 instead of
$1,000,000, the annual debt service saving would be $32,000 per year.

Ultimately, this means lower gas rates to the customers.

Seek a donation from Clay County to pay toward the renegotiated payoff to
Morgan Keegan. Most of the customers are outside the city. Ultimately, this
means lower gas rates to the customers.

Seek an appropriation from the Utility Management Review Board (UMRB).
Although legally permissible, there have not been any appropriations to the
UMRB to make this type of assistance. This is an embarrassment to the State.
Ultimately, this means lower gas rates to the customers.

3. If the City decides to buy.

a.

Hire an engineer or firm with experience in gas operations. Records are sorely
lacking. As built drawing were being drafted. A full record of all lines and gas
infrastructure is crucial. Create documentation to establish infrastructure records
and values that the auditors would accept.

Review gas contracts with Sentra and Daugherty Petroleum, Inc. Somebody has
to perform maintenance and safety checks (like Sentra). Somebody needs to
purchase gas on long term contracts in order to lock in a stable rate (like
Daugherty).

The City has no personnel with gas system experience. Get training for those
personnel involved with the new gas system.

Survey the current customers. You need to find out what problems exist. You
should inform customers about the changes in ownership. You should alert
everyone to higher future gas rates.



e. Make every effort to contact and regain those lost customers who now use

propane. This is a small gas operation that needs additional growth for its
viability.



STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF MUNICIPAL AUDIT

Justin P, Wilson BANK OF AMERICA PLAZA Dennis F. Dycus, CPA, CFE, Director

Comptroller of the Treasury 414 UNION STREET, SUITE 1100 Division of Municipal Audit
NASHVILLE, TENNESSEE 37243-1402
PHONE (615) 532-4460
FAX (615) 532-4499

March 9, 2009

MEMORANDUM

TO: Utility Management Review Board
Suite 1700, 505 Deaderick Street
Nashville TN 37243-1402

Water and Wastewater Financing Board
Suite 1700, 505 Deaderick Street
Nashville TN 37243-1402

FROM: Dennis F. Dycus, CPA, CFE, Directo
Division of Municipal Audit

SUBJECT: Schedules of Unaccounted for Water — Courtesy Filings

Sections 7-82-401 and 68-221-1010 of Tennessee Code Annotated provide that the
Comptroller of the Treasury shall file with the respective boards the audit reports of those
water systems whose unaccounted for water loss-is excessive as established by the rules
promulgated by the boards.

Until such a time as an excessive water loss rate is established, our office will file copies of
all water loss schedules included in the annual financial reports of water systems. This will
be done as a courtesy while the boards are in the process of setting an excessive water loss
rate. For those systems that do not include a water loss schedule in their audit report, as a
courtesy we will notify the boards of the omission.

If I may be of any further assistance during this transitional period for both boards, please
contact me.



1t is proposed to put this information on the UMRB website.

Complaint procedure:

Customer complaint

Complaints shall include those relating to availability of service, quality of service,
adjustment of bills, and all complaints of any nature concerning the services provided and
the charge for the services. Water quality issues are handled by the Division of Water
Supply in the Tennessee Department of Environment and Conservation. Complaints also
include the justness and reasonableness of fees, charges and requirements of systems
built and dedicated to the district.

If you have a complaint against a utility district, vou must first take that complaint to the
Board of Commissioners of the utility district at a regularly scheduled board meeting

Any decision of the Board of Commissioners relative to your specific complaint may be
appealed to the UMRB in writing within thirty (30) days of the district decision.

The UMRB?’s responsibility is to determine if the district considered and resolved the
complaint in accordance with the rules and regulations of the district. The reasonableness
of a policy is only considered in the case of systems built by someone else and dedicated
to the district.

Rate review

(This is a request to review the rates of a district)

A petition must be signed by ten percent (10%) of the customers of the district. The
signature must be from the person listed on the account at the district oftice.

The alternative method for a rate review is for a water customer to file with the
commissioners of the district a protest, giving reason why, in the opinion of the water
user, the rate(s) published in the required annual report are too high or too low. After
review by the commissioners, an appeal may be made to the UMRB by written request
within thirty (30) days of the decision of the board of commissioners.
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The Department of Finance and Administration
Department Head and Board Member - Travel Reimbursement Rate Schedule
October 1, 2008
(Mileage Revised Effective July 1, 2009)

General Reimbursement Rates

Standard Mileage Rate effective July 1, 2009 , $ 0.51/mile
Standard Mileage Rate Effective 10/1/08 — 6/30/09 $ 0.54/mile
Maximum Parking Fee Without Receipt 8.00/day
Fees for Handling Equipment/Promotional Materials 20.00/hotel

Out-of-State Reimbursement Rates

Employees should utilize the U.S, General Services Administration CONUS (Continental United States)
rates provided by the federal government. To view the CONUS rates, access the Department of Finance
and Administration web page @ http://www state tn.us/finance/ Click on Division of Accounts; then scroll
to Policy Development where there is a direct link to the GSA CONUS rates, There is also a link on the
Finance and Adminigtration Intranet Travel Page Site at:

hitp://www intranet.state.tn.us/finance/News_Event/index/html.

Use the CONUS standard rates for all locations within the continental United States not specifically shown
on the CONUS web page as a listed point. Both in-state and out-of-state meals and incidentals are
reimbursed at 75% for day of departure and/or day of return.

Department Head and Board Member - In-State Travel Reimbursement Rates

In-state lodging and meal rates follow the CONUS rates for Tennessee. The standard in-state lodging rate
of $80.00 and $39.00 for meals and incidentals should be used for all in-state locations not listed below.

Counties Maximum Lodging Maximum Meals  75% of Meals

& Incidentals & Tncidentals
Davidson (Nashville) : 127 54 40.50
Shelby (Memphis) 109 : 45 36.75
Williamson (Brentwood/Franklin) 111 49 36.75
Hamilton (Chattanocoga) 97 44 33.00
Knox (Knoxville) 93 49 36.75
Anderson (Oak Ridge) 96 39 29.25

In accordance with the provisions of TCA 4:3-1-8 (3) and the Comprehensive Travel Regulations, the above travel rales supérsede
and rescind all previous promulgated travel rates. These rates are effective October 1, 2008 and shall remain in effect until
subseguently modified or withdrawn, :

O RN > AN (b-2-0%

M.D. Goetz, Commissioner Date
Department of Finance and Adihinigiea)




